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CHAPTER 41

DETERMINATION OF TAXABLE INCOME
[Prior to 12/17/86, Revenue Department[730]]

701—41.1(422) Verification of deductions requéd. Deductions from gross income, otherwise al-
lowable, will not be allowed in cases where the department requests the taxpayer to furnish informa-
tion sufficient toenable it to determine the validity and correctness of such deductions, until such infor-
mation is furnished. For taxpayers using an electronic data interchange process or technology also s
701—subrule 11.4(4).

This rule is intended to implement lowa Code section 422.25.

701—41.2(422) Federal rulings and regulationsin determining whether “taxable income,” “net
operating loss deduction” any other deductions are computed for federal tax purposes under, or have
the same meaning as provided by, the Internal Revenue Code, the department will use applicable ru
ingsand regulations that have been duly promulgated by the commissioner of internal revenue, unles:
the director has created rules and regulations or has exercised discretionary powers as prescribed |
statute which calls for an alternative method for determining “taxable incomegpeardtting loss de-
duction” or any other deduction, or unless the department finds that an applicable internal revenue rul
ing or regulation is unauthorized according to the lowa Code.

This rule is intended to implement lowa Code sections 422.7 and 422.9.

701—41.3(422) Federal income tax deduction and federal refunérederal income taxes paid or
accruedduring the tax year are a permissible deduction for lowa income tax purposes, adjusted by any
federal refunds received or accrued during the tax year. Taxpayers who are not on an accrual basis «
accounting shall deduct their federal income taxes in the year paid.

41.3(1) Federal income tax deductiofhe federal income tax deduction for cash basis taxpayers
equals the sum of the following:

a. The entire amount of federal income tax withheld during the taxable year from compensation
of the taxpayer. Where a husband and wife file separate returns or separately on a combined lowa re
turn, the actual federal income tax withheld from wages earned by either spouse or both spouses mu
be deducted by each in accordance with wage statement(s) and may not be prorated between tf
spouses.

b. Tax paid at any time during the taxable year on a filing of federal estimated tax or on any
amendment tsuch filing. Where a husband and wife file separate lowa returns or separately on a com-
bined lowa return, the federal estimated tax payments made in the tax year shall be prorated betwee
the spouses by the ratio of each spouse’s income not subject to withholding to the total income not sub
ject towithholding of both spouses, including the federal estimated tax payment made in January of the
tax year which was made for the prior tax year. If an estimated tax payment or portion of the payment is
made for self-employment tax, then the spouse who has earned the self-employment income shall re
port the amount of estimated tax designated as self-employment tax. The federal tax deduction for the
tax year does not include the self-employment tax paid through the federal estimated payments made i
the tax year. However, one-half of the self-employment tax paid in the tax year is deductible in comput-
ing federal adjusted gross income pursuant to Section 164(f) of the Internal Revenue Code so this sell
employment tax is also deductible in computing net income.
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c. Any additional federal tax on a prior federal return paid during the taxable year. Where a hus-
bandand wife file separately or separately on a combined lowa return, additional federal tax paid shall
be prorated between the spouses by the ratio of net income reported by each spouse to total net income
of both spouses in the year for which the additional federal tax was paid. If additional federal tax paid
includes federal self-employment tax, then that amount of self-employment tax shall be deducted by
the spouse who earned the self-employment income. Any federal tax paid for a tax year in which an
lowaindividual income tax return was not required to be filed is not allowed as a deduction in the year
the federal taxes were paid.

ExampLE 1 Individual A earned $8,500 in income for the 2004 tax year and paid $200 in federal tax
with the filing of the federal return in 2005. Individual A was not required to file an lowa return for
2004 because the lowa net income was under $9,000. Individual A cannot claim a deduction for the
$200 infederal tax paid on the 2005 lowa return because an lowa return was not required to be filed for
the 2004 tax year.

ExampLE 2 Individual B moved into lowa on January 1, 2005, and filed an initial lowa individual
incometax return for the 2005 tax year. Individual B paid $1,000 in additional federal income tax with
the filing of the 2004 federal income tax return in 2005. Individual B cannot claim a deduction for the
$1,000 infederal tax paid on the 2005 lowa return because an lowa return was not filed for the 2004 tax
year.

d. The earned income credit computed under Section 32 of the Internal Revenue Code and the
additional child tax credit computed under Section 24(d) of the Internal Revenue Code, to the extent
that these credits reduce the federal income tax liability on the prior federal return filed during the tax-
able year. Where a husband and wife file separately or separately on a combined lowa return, the
earned income credit and the additional child tax credit shall be prorated between the spouses by the
ratio of net income reported by each spouse to total net income of both spouses in the year for which
these credits were claimed.

ExampLE: Individual A filed a 2003 federal income tax return reporting a tax liability of $2,000.
Individual Ahad $500 of federal income tax withheld and $2,500 of earned income credit. Individual
A can deduct $500 as a federal income tax deduction on the lowa return for 2003 and $1,500 as a feder-
al tax deduction on the lowa return for 2004, since the federal tax deduction is limited to the extent it
reduced the federal income tax liability.

e. The motor vehicle fuel tax credit computed under Section 34 of the Internal Revenue Code for
the taxable year. Where a husband and wife file separately or separately on a combined lowa return, the
motor vehicle fuel tax credit shall be prorated between the spouses by the ratio of net income reported
by each spouse to total net income of both spouses in the year for which these credits were claimed.

ExampLE: Individual B filed a 2003 federal income tax return reporting a tax liability of $1,500.
Individual B paid $1,000 in federal estimated tax during 2003 and claimed a $400 motor vehicle fuel
tax credit on the 2003 federal return. Individual B can deduct $1,400 as a federal income tax deduction
on the lowa return for 2003.

41.3(2) Federal income tax refunds.

a. Any refund of federal income tax received during the taxable year must be used to reduce the
amount deducted for federal income tax to the extent the refunded amount was deducted on the lowa
return in a prior year. When a husbhand and wife file separately or separately on a combined lowa re-
turn, the federal income tax refund to be reported shall be prorated between the spouses by the ratio of
net income reported by each spouse to total net income reported by both spouses. If an amount of self-
employment tax is required to hdded back to lowa net income, then the spouse who earned the self-
employment income which generated the self-employment tax shall report that amount as an addition
to net income. Any federal tax refund received for a tax year in which an lowa individual income tax
return was not required to be filed is not required to be reported in the year the federal refund was re-
ceived.
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ExampLE 1: Individual A earned $7,500 in income for the 2004 tax year and had $1,000 in federal
income tax withheld. Individual Aeceived a refund of the entire $1,000 federal tax withheld with the
filing of the federal return in 2005. Individual A was not required to file an lowa return for 2004 be-
cause the lowa net income was under $9,000. Individual A does not have to report the $1,000 federe
refund received on the 2005 lowa return because an lowa return was not required to be filed for the
2004 tax year.

ExampLE 2: Individual B moved into lowa on July 1, 2005, and filed an initial lowa individual in-
come tax return for the 2005 tax year. Individual B received a $2,000 federal income tax refund with
the filing of the 2004 federal income tax return in 2005. Individual B does not have to report the $2,000
federal refund on the 2005 lowa return because an lowa return was not filed for the 2004 tax year.

b. Any portion of the federal refund received due to the earned income credit computed under
Section 32 of the Internal Revenue Code or the additional child tax credit computed under Section
24(d) of the Internal Revenue Code does not have to be reported on the lowa return. However, an
portion of the federal refund received due to the motor vehicle fuel tax credit computed under Section
34 of the Internal Revenue Code does have to be reported on the lowa return.

ExampPLE 1: Individual A filed a 2003 federal income tax return reporting a tax liability of $2,000.
Individual Ahad $500 of federal income tax withheld and $2,500 of earned income credit and received
a federal income tax refund of $1,000 after filing the return in 2004. Individual A does not have to
report the $1,000 federal refund on the lowa return for 2004, since the refund resulted from the earne
income credit.

ExampPLE 2: Individual B filed a 2003 federal income tax return reporting a tax liability of $500.
Individual B had $1,000 of federal income tax withheld and $1,000 of earned income credit and re-
ceived dederal income tax refund of $1,500 after filing the return in 2004. Individual B must report a
$500 federal refund on the lowa return for 2004, since the portion of the refund relating to the earned
income credit does not have to be reported.

ExampLE 3: Individual C filed a 2003 federal income tax return reporting a tax liability of $1,000.
Individual Cpaid $900 in federal estimated tax and claimed a $400 federal motor vehicle fuel tax credit
and received a federal refund of $300 after filing the return in 2004. Individual C must report the $300
federal refund on the lowa return for 2004, since the refund resulted from the motor vehicle fuel tax
credit.

41.3(3) Federal income tax deduction—part-year residents.

a. For tax years beginning on or before December 31, 1981, the federal income tax deduction
attributable to lowa by part-year residents shall be determined by multiplying the federal tax paid or
accruedor the entire taxable year by a fraction, the numerator of which is the lowa net income and the
denominator of which is the federal adjusted gross income except that the taxpayer can deduct actu:
federalincome tax withheld on that income subject to withholding which was earned while the taxpay-
er was an lowa resident if the federal tax withheld on the lowa income is separately shown on the wag
statement(s) of the taxpayer.

b. For tax years beginning on or after January 1, 1982, the federal income tax deduction attribut-
able to lowa by part-year residents shall be the same deduction as is available for resident taxpayer

41.3(4) Federal income tax deduction—nonresidents.

a. For tax years beginning on or before December 31, 1981, the federal income tax deduction
attributable tdowa by nonresidents shall be determined by multiplying the federal tax paid or accrued
for the entire taxable year by a fraction, the numerator of which is the lowa net income and denominatol
of which is the federal adjusted gross income.

If separate lowa nonresident returns are filed by a husband and wife who filed a joint federal return,
each spouse’s lowa adjusted gross income must be divided by the total federal net income of bott
spouses in order to compute a ratio that can be used to determine the federal tax deduction attributab
to each spouse. In any event, the ratio including the combined ratio of husband and wife cannot excee
100 percent.
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Federaincome taxes paid during the taxable year on prior years’ federal income tax returns will not
be allowable on the nonresident return for the taxable year unless lowa returns were filed for the prior
years for which the federal taxes were paid.

Any federal income tax, either paid by a nonresident or withheld from their compensation, which is
later refunded to the taxpayer, shall be included as lowa income by the nonresident for the year the
refund is received, in the same portion that such federal tax was deducted by the nonresident in a prior
lowa income tax return.

b. For tax years beginning on or after January 1, 1982, the federal income tax deduction attribut-
able tolowa by nonresidents of lowa shall be the same deduction as is available for resident taxpayers.

41.3(5) Federal rebate received in 200Eor tax years beginning in the 2001 calendar year, the
federal tax rebate or advanced refund of federal income tax provided to certain individuals in 2001
pursuant to the federal Economic Growth and Tax Relief Reconciliation Act of 2001 is not to be in-
cluded agart of an individual’s federal income tax refund for the individual's federal tax deduction for
lowa individual income tax purposes. The federal rebate is also referred to as the tax reduction credit.

ExampLE. John and Betty Smith received a federal refund of $1,200 in March 2001 from federal
income tax that had been deducted on their 2000 lowa individual income tax return. The Smiths also
received a refund of federal income tax of $500 in June 2001 from an amended 1999 federal return.
The federal income tax refunded had been deducted on the Smiths’ 1999 lowa income tax return. Fi-
nally, the Smiths received a $600 federal rebate in August 2001. When the Smiths file their 2001 lowa
return, they must report an aggregate federal income tax refund of $1,700. This is $1,200 from the
refund from their 2000 federal return and $500 from the refund from their amended 1999 federal re-
turn. However, the Smiths are not to include as part of the federal income tax refund shown on their
2001 lowa return the $600 federal rebate they received in August 2001.

41.3(6) Federal rate reduction credit and the federal income tax deduction for the 2002 tax year.
For tax years beginning in the 2002 calendar year, the tax reduction credit or the advanced refund of
federal income tax provided to certain individuals pursuant to the federal Economic Growth and Tax
Relief Reconciliation Act of 2001 is not to be included as part of an individual’s federal income tax
refund for lowa individual income tax purposes. The tax reduction credit was also referred to as the
federal rebate when it was refunded to some taxpayers during the 2001 calendar year. This subrule
does not apply to those taxpayers who received the federal rebate in the 2001 calendar year.

ExampLE. When Joe and Donna Brown completed their 2001 federal income tax return, they re-
ceived the benefit of a rate reduction credit of $600 which resulted in the Browns' receiving a federal
incometax refund of $400 in May 2002. Because the entire federal income tax refund was attributable
to the rate reduction credit of $600, the Browns do not need to report the $400 refund of federal income
tax when they complete their lowa income tax return for 2002.

Thisrule is intended to implement lowa Code section 422.9 as amended by 2005 lowa Acts, Senate
File 413.

701—41.4(422) Optional standard deductionAn optional standard deduction is provided on the
lowaindividual income tax return for both residents and nonresidentise case of married taxpayers
filing separate returns or separately on the combined return, if one spouse takes the optional standard
deduction, the other spouse must also take the optional standard deduction. The standard deduction
claimed by the taxpayer may not exceed the taxpayer’s income before the standard deduction.

A taxpayer has the option of itemizing deductions or of using the optional standard deduction on the
lowa return, regardless of the deduction method used on the federal return.

For tax years beginning on or after January 1, 1990, the optional standard deduction amounts are
indexed or increased for inflation by the cumulative standard deduction factor. The cumulative stan-
dard deduction factor is described in rule 701—38.12(422).
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41.4(1) Direct charitable contribution for individuals claiming the optional standard deduction.

For tax years beginning on or after January 1, 1984, a direct charitable deduction is provided for resi-
dent and nonresident taxpayers who claim the optional standard deduction on their lowa returns. Thi
deduction idimited to 25 percent of the first $300 donated to qualified organizations as defined in Sec-
tion 170(b)(1)(A) of the Internal Revenue Code. Married taxpayers who have filed a joint federal re-
turnand elect to file separate lowa returns or separately on the combined lowa return must allocate the
allowable charitable deduction to each spouse in the proportion that each spouse’s respective net ir
come bears to the total net income of both spouses. The example shown below illustrates how the d
rect charitable deduction is allocated between spouses filing separate lowa returns or separately on tt
lowa combined return form.

A married couple filed a joint federal return but elected to file a combined return for lowa income
tax purposes. In the tax year, the couple made $400 in contributions to qualified organizations anc
elected taclaim the optional standard deduction on their lowa return. The husbhand’s net income for the
year was $30,000 and the wife’s net income was $10,000. The couple’s direct charitable deduction i
limited to 25 percent of the first $300 in contributions made during the year which gave them a direct
charitable deduction of $75. This deduction was allocated between the husband and wife on the basi
of the following formula:

Husband
Allowable Direct N Husband’s Net Income_ Husband's
Charitable Contribution Total Net Income ~ Deduction
Wife
Allowable Direct N Wife's Net Income _ Wife’s
Charitable Contribution Total Net Income =~  Deduction
75 x $30,000 $56 Husband's
$40,000 ~ Deduction
$10,000 $19 Wife's
$75%  25.000 - Deduction

Therefore, the husband’s direct charitable deduction is $56 and the wife's deduction is $19.

For federal income tax purposes, the direct charitable contribution deduction for taxable years be-
ginning in1985 is limited to 50 percent of the total contributions given. For taxable years beginning in
1986, the direct charitable contribution deduction allowable on the federal return is 100 percent of the
contributionsmade in the tax year. However, for lowa income tax purposes, the maximum direct chari-
table contribution that is allowable for tax years beginning in 1985 and 1986 is 25 percent of up to the
first $300 contributed. The direct charitable deduction is not allowed on either lowa or federal income
tax returns for tax years beginning after 1986.

41.4(2) Reserved.

This rule is intended to implement lowa Code sections 422.4 and 422.9.

701—41.5(422) Itemized deductionsDeductions may be itemized on the lowa return to the same
extent that they are allowable on the federal return with the following exceptions:

41.5(1) To the extent that lowa income taxes were included in itemized deductions allowable for
federal income tax purposes, they must be subtracted from the itemized deductions to be deducted c
the lowa return.
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41.5(2) For the tax years beginning on or after January 1, 2004, and before January 1, 2006, the
itemized deduction for state sales and use taxes is allowed on the lowa return only if the taxpayer
elected to deduct state sales and use taxes as an itemized deduction in lieu of the deduction for state
income taxes on the federal return under Section 164 of the Internal Revenue Code.

If the taxpayer elected to deduct state income taxes as an itemized deduction on the federal return, tax-
payer cannot claim an itemized deduction for state sales and use taxes on the lowa return. In addition, if
taxpayer claimed the standard deduction in accordance with Section 63 of the Internal Revenue Code on the
federal return, taxpayer cannot claim an itemized deduction for state sales and use taxes on the lowa return.

If the taxpayer is allowed to deduct state sales and use taxes as an itemized deduction on the lowa
return, taxpayer cannot claim an itemized deduction on the lowa return for either the school district
surtax imposednder lowa Code section 257.21 or the emergency medical services income surtax im-
posed under lowa Code chapter 422D.

41.5(3) Adoption expense deduction.

a. Reduce federal itemized deductions by any amounts of adoption expenses allowed under Sec-
tion 222 of the Internal Revenue Code. This deduction is applicable for tax years beginning on or after
January 1, 1981, but before January 1, 1987.

b. Unreimbursed amounts paid by the taxpayer in the adoption of a child if placed by a licensed
agency under lowa Code chapter 238, by an agency that meets the provision of the interstate compact
in lowa Code section 232.158 or by a person making an independent placement under lowa Code chap-
ter 600, which exceed 3 percent of the taxpayer’s net income, or the combined net income of a husband
and wife in the case of married taxpayers filing a joint return, will be allowed as a deduction in the year
paid. Qualifying expenses include all medical, hospital, legal fees, welfare agency fees, and all other
costs relating to the adoption of a child. Those expenses claimed for adoption purposes may not be
claimed elsewhere on the individual income tax return. Adoption expenses paid or incurred prior to
January 1, 1977, in connection with the adoption of a child, which exceed 3 percent of the taxpayer’s
net income, will be allowed only if the child was placed by a licensed agency under lowa Code chapter
238 or by an agency that meets the provisions of the interstate compact in lowa Code section 232.158.

41.5(4) Deduction for expenses for the care of certain disabled relatives.

a. Fortax years beginning on or after January 1, 1983, a deduction from net income may be taken
for expenses incurred by a taxpayer for care of a disabled person who is unable to live independently.
Suchcare must be provided in the home in which the taxpayer resides throughout the year. A person is
considered to be incapable of living independently if as a result of a physical or mental defect the per-
son is incapable of caring for the person’s hygienical or nutritional needs or requires the full-time atten-
tion of another person for personal safety or the safety of others. The fact that an individual, by reason
of a physical or mental defect, is unable to engage in any substantial gainful activity, or is unable to
perform the normal household functions of a homemaker or to care for minor children, does not of
itself establish that the individual is physically or mentally incapable of self-care. An individual who is
physically handicapped or is mentally defective, and for such reason requires the constant attention of
another person, is considered to be physically or mentally incapable of self-care.

To qualify for the deduction, in addition to being disabled, the person must be the grandchild, child,
parent or grandparent of the taxpayer or the taxpayer’s spouse, and

(1) Be receiving medical assistance benefits under lowa Code chapter 249A; or

(2) Be eligible to receive such benefits under the income and resource levels established in lowa
Code chapter 239B; or

(3) Would beeligible to receive such benefits if living in a health-care facility licensed under lowa
Code chapter 135C.

Expenses incurred for a taxpayer’s disabled spouse do not qualify for the deduction.

b. The deductible amount is limited to $5,000 for each disabled person cared for in the taxpayer’s
home and the expenses must not be otherwise deductible as a deduction from net income under lowa
Code section 422.9.
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c. Qualifying expenses include a proportionate share of food expenses as well as amounts sper
directly on the disabled person for such items as clothing, medical care, dental care and transportatior

Medical expenses incurred for a disabled relative, which are eliminated from federal itemized de-
ductions because of the federal adjusted gross income percentage limitation, may be included in th
deduction for expenses incurred for the care of the disabled relative providing the other requirements
are met. Following are examples to illustrate the portion of medical expenses incurred which would be
deductible.

ExampLE 1. Mr. and Mrs. Smith care for Mrs. Smith’s mother in their home. Mrs. Smith’s mother is
physically unable to live independently and qualifies for medical assistance benefits under lowa Code
chapter 249A. Mr. and Mrs. Smith paid medical expenses of $1,500 for themselves and $500 for Mrs.
Smith’s mother. The medical expenses for Mrs. Smith’s mother are includable as federal itemized de-
ductions. Mrand Mrs. Smith’s federal adjusted gross income is $20,000. For 1983, the federal deduc-
tion for medical expenses would be $1,000 ($2,000 minus 5 percent of $20,000 or $1,000). Since the
deductibleamount for federal tax purposes is $1,000 or 50 percent of the total medical expenses of Mr.
and Mrs. Smith and Mrs. Smith’s mother, there remains 50 percent of the $500 expense for Mrs.
Smith’s mother (or $250) which can be included in the lowa deduction for a disabled relative.

ExampLE 2. Mr. and Mrs. Smith’s medical expenses were $400 and Mrs. Smith’s mother’s expenses
were $200. None of the $600 in expenses would be deductible as a federal itemized deduction but th
mother’s $200 in expenses would be includable in the lowa deduction for expenses incurred for a dis:
abled relative.

d. Expenses not directly related to care of a disabled relative are not deductible. This category
includesrent, mortgage interest, utilities, house insurance and taxes. Such expenses would be incurre
without the disabled relative in the home and unless an expense can be directly attributed to the dis
abled relative, it may not be deducted.

e. Inthe event that the person being cared for is receiving assistance benefits under lowa Code
chapter 239B, the expenses qualifying for deduction shall be the net difference between the expense
actually incurred in caring for the person which are not otherwise deductible as a deduction to net in-
comeand the assistance benefits under lowa Code chapter 239B. lowa Code chapter 239B covers fan
ily investment program payments.

f.  Inorder to claim a deduction for expenses for care of a disabled relative, a schedule of qualify-
ing expenses must be provided with the tax return as well as a statement from a qualified physiciar
certifying that the disabled individual is unable to live independently. Such certification must be filed
with the tax return in the initial year for the deduction and every third year thereafter.

41.5(5) Deduction for payments of tuition and textbooks for dependents in grades kindergarten
through 12 in lowa. For tax years beginning on or after January 1, 1987, but prior to January 1, 1996
individuals who itemize deductions for lowa income tax purposes may claim a deduction of up to
$1,000per dependent for amounts paid for tuition and textbooks for those dependents attending grade
kindergarten through 12 in lowa. Taxpayers who itemize deductions on lowa individual income tax
returnsfor tax years beginning on or after January 1, 1996, and have tuition and textbook expenses ma:
claim the tax credit described in 701—subrule 42.2(8) if they meet the qualifications for the credit. In
order togqualify a taxpayer for the deduction for tuition and textbooks, the elementary school or secon-
daryschool the dependent is attending must meet the standards for accreditation of public and nonpuk
lic schools in lowa provided in lowa Code section 256.11.

In addition, the elementary school or secondary school the dependent is attending must not be ope
ated for profit and must adhere to the provisions of the United States Civil Rights Act of 1964, and the
provisions of lowa Code chapter 216 which is known as the lowa civil rights Act of 1965.

Amounts paid for tuition and textbooks for attendance of a dependent in a nursery school or a pre-
kindergarten school or a school for postgraduates of a secondary school do not qualify for the deduc
tion for tuition and textbooks.
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The deduction for tuition and textbooks is not allowed on returns for taxpayers that have federal
adjusted gross incomes of $45,000 or more. In the case of married taxpayers, the deduction is not al-
lowed if the combined federal adjusted gross income of the taxpayer and spouse is $45,000 or more.
For tax years beginning on or after January 1, 1991, taxpayers’ net incomes instead of their federal
adjusted gross incomes are used to determine whether or not the taxpayers are eligible for the tuition
and textbook deduction or the tuition and textbook credit. Therefore, a taxpayer filing a 1991 state
incometax return would not be eligible for the tuition and textbook deduction if the taxpayer’s lowa net
income was $45,000 or more even if the taxpayer’s federal adjusted gross income was less than
$45,000.

The following definitions and criteria apply to the itemized deduction for amounts paid for tuition
and textbooks:

a. “Tuition” means any charges for the expense of personnel, buildings, equipment and materials
other than textbooks, and ottexpenses of elementary or secondary schools which relate to the teach-
ing only of those subjects legally and commonly taught in public schools in lowa. “Tuition” includes
charges by a qualified school for summer school classes or for private instruction of a child who is
physically unable to attend classes at the site of the school.

“Tuition” does not include charges or fees which relate to the teaching of religious tenets, doctrines,
or worship in cases where the purpose of the teaching is to inculcate the religious tenets, doctrines, or
worship. Itdoes not include amounts paid to an individual instructor for private instruction of a depen-
dent. “Tuition” also does not include amounts paid to a school which pertain to “extracurricular activi-
ties” which are described in paragrdph of this subrule. Amounts paid to a school for meals, lodg-
ing, or clothing of a dependent do not qualify for the deduction for “tuition.”

b. “Textbooks” means books and other instructional materials used in elementary and secondary
schools in teaching only those subjects legally and commonly taught in public elementary and secon-
daryschools in lowa. Fees or charges by the school for required supplies or materials for classes in art,
home economics or shop qualify for the deduction as “textbooks.”

“Textbooks” does not include amounts paid for instructional materials used in the teaching of
religious tenets, doctrines, or worship in cases where the purpose of the teaching is to inculcate the
religious tenets, doctrines, or worship. The deduction for “textbooks” also does not include amounts
incurred for books, supplies, or materials used for “extracurricular activities.” “Extracurricular activi-
ties” are described in paragrafdfi of this subrule.

c. “Extracurricular activities” includes sporting events such as football, wrestling, basketball,
volleyball, and track. It also includes plays or dramatic events, speech activities such as debates, con-
certs, dances, band contests, choral contests and events, contests and activities of a similar nature.
Driver’s education is considered to be an “extracurricular activity” for purposes of the deduction for
tuition and textbooks. Therefore, even if driver’'s education is taken for credit toward a student’s gradu-
ationrequirements, amounts paid for tuition or for textbooks for driver’'s education may not be taken as
part of the deduction for tuition and textbooks.

d. Divorced or separated taxpayers who pay amounts for tuition and textbooks for their children
attending grades kindergarten through 12 in lowa can claim the deduction for tuition and textbooks
only if the amounts paid are for children the taxpayers can claim as dependents on their lowa returns for
the tax year.
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e. Records to beetained to support the deduction for tuition and textbooks. Taxpayers claiming
a deduction for amounts paid for tuition and textbooks must complete statements and information doc
umenting the deduction. The statement must include the following information: name of each depen-
dent for which the deduction is claimed; name and address of each school the dependent attende
where amounts were paid for tuition and textbooks; amounts paid for tuition which qualify for the de-
duction; amounts paid for textbooks which qualify for the deduction; total amount paid for tuition and
textbooks which qualifies for the deduction for each dependent (not to exceed $1,000); and the tota
amountpaid by the taxpayer for tuition and textbooks for all dependents which qualifies for the deduc-
tion. This statement should be retained so it may be provided to the department of revenue in case ¢
audit. Other records supporting the deduction which should also be retained include canceled check:
receipts, statements of charges for tuition and textbooks from primary and secondary schools, and an
other documents which support the deduction.

f.  Proration ofamounts paid for tuition which pertain to classes for subjects legally and common-
ly taught in public schools in lowa. To the extent that the total amount paid to a school for tuition for a
dependent attending grades kindergarten through 12 at a primary or secondary school pertains t
classes for subjects legally and commonly taught in public schools intf@emnount paid is deduct-
ible. Ininstances where there are separate tuition charges for extracurricular activities or for classes fo
religious instruction, those tuition charges do not qualify for the deduction for tuition and textbooks.
However, insituations where the total tuition charges of a school for a dependent cover extracurricular
activities and classes for religious instruction as well as classes for subjects legally and commonly
taught inpublic schools in lowa, a proration of the tuition must be made to determine the portion of the
tuition charges that are deductible. The tuition deduction for a dependent may be calculated on the
basis of the time spent by the dependent in classes for subjects legally and commonly taught in lowa
public schools to the total time spent by the dependent in school. For example, a taxpayer paid $500 tt
a private school for tuition for a dependent for a semester. During the semester, the dependent had eig
class periods each school dd@jhe dependent spent one period in a class for religious instruction. The
dependent had another period in the school day spent in practice for an extracurricular activity. The
dependenspent the rest of the school day in classes for subjects legally and commonly taught in lowa’s
public schools. Seventy-five percent of the dependeémigsat the school was spent in classes for sub-
jects legally and commonly taught in lowa’s public schools. Therefore, 75 percent of the tuition paid
for the semester or $375 qualifies for the deduction for tuition and textbooks.

g. Allocation of amounts paid for tuition and textbooks between married taxpayers filing sepa-
rately. In the case of married taxpayers who have paid amounts for tuition and textbooks for a depen
dent attending an elementary school or secondary school in lowa, the deduction for tuition and text-
books must be allocated between the spouses if the taxpayers elect to file separate lowa returns
separately on the combined return form. The deduction for tuition and textbooks must be allocated
between the spouses in the ratio of each spouse’s net income to the combined net income of bot
spouses unless one spouse can prove that all the amounts paid for tuition and textbooks were paid |
that spouse.

41.5(6) Rescinded IAB 11/24/04, effective 12/29/04.
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41.5(7) Deduction of multipurpose vehicle registration.fder tax years beginning on or after
January 1, 1992, and before January 1, 2005, individuals who itemize deductions for lowa income tax
purposesnay claim a deduction for 60 percent of the amount of the registration fee paid for a multipur-
pose vehicle under lowa Code section 321.124, subsection 3, pardgtapMultipurpose vehicle”
means a motor vehicle designed to carry not more than ten people and constructed either on a truck
chassis owith special features for occasional off-road operation. The registration certificate for a mul-
tipurpose vehicle has the letters “MV” printed next to the word “style” on the certificate.

This subrule applies only to model year 1992 and older model year multipurpose vehicles. The reg-
istration fees for multipurpose vehicles for the 1993 model year and for model years after 1993 are the
same as for other motor vehicles where the fees for newer model year vehicles are based on the value
and weight of the vehicle. In order to qualify for this deduction, no part of the multipurpose vehicle
registration fee may have been deducted as an itemized deduction under Section 164 of the Internal
Revenue Code or as an ordinary and necessary business expense.

See also subrule 41.5(9), which provides for the deduction for registration fees for older motor ve-
hicles. Subrule 41.5(7) also applies to multipurpose vehicles to the extent those vehicles are for the
1993 model year or for model years after 1993.

For tax years beginning on or after January 1, 2005, the itemized deduction for lowa income tax for
multipurpose vehicle registration fees is the same as allowed under Section 164 of the Internal Reve-
nue Code for federal tax purposes.

41.5(8) Medicalexpense deduction limitation. For tax years beginning on or after January 1, 1996,
to the extent that a taxpayer has a medical care expense deduction on the federal return under Section
213 of the Internal Revenue Code, the taxpayer must compute the medical care expense deduction on
the lowa return by excluding those health insurance premiums deducted in computing net income in
accordance with lowa Code subsection 422.7(29) and rule 701—40.48(422).

41.5(9) Deduction ofolder motor vehicle registration fee. For tax years beginning on or after Janu-
ary 1, 2002, and before January 1, 2005, individuals who itemize deductions for lowa income tax pur-
poses may claim a deduction for 60 percent of the annual registration fee paid for certain older motor
vehicles. This deduction applies to a 1994 model year vehicle or a newer model year vehicle that is
nine model years old or older. This deduction also applies to a 1993 or older motor vehicle which has
been transferred to a new owner or to a 1993 or older model vehicle that was brought into lowa on or
after January 1, 2002. However, the deduction otherwise allowed pursuant to this subrule is not al-
lowed tothe extent that the vehicle was used in the taxpayer’s trade or business so that the deduction for
the registration of the vehicle has already been allowed in the computation of lowa net income.

For tax years beginning on or after January 1, 2005, the itemized deduction for lowa income tax for
older motor vehicle registration fees is the same as allowed under Section 164 of the Internal Revenue
Code for federal tax purposes.
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41.5(10) Additional first-year depreciation allowance. For tax periods ending aftevrSeptem-
ber 10, 2001, any federal itemized deductions that are determined based on a percentage of a taxpaye
federal adjusted gross income may have to be adjusted for lowa tax purposes. These itemized dedu
tions for lowa individual tax purposes are based on federal adjusted gross income as adjusted by th
disallowance of the additional first-year depreciation allowance authorized in Section 168(k) of the
Internal Revenue Code as described in rule 701—40.60(422).

ExampPLE: Mr. and Mrs. Jones reported $50,000 in federal adjusted gross income on their 2002 fed-
eral income tax return. Mr. and Mrs. Jones paid medical expenses of $5,000 for 2002, but could only
claim an itemized deduction for medical expenses for federal tax purposes equal to $1,250, or to the
extent the medical expenses exceeded 7.5 percent of their federal adjusted gross income ($50,0(
times 7.5% = $3,750. $5,000$3,750 = $1,250). Mr. and Mrs. Jones reported a $5,000 increase in
lowa adjusted gross income due to the disallowance of additional first-year depreciation on their lowa
returnfor 2002. Mr. and Mrs. Jones can claim an itemized deduction on the 2002 lowa return for medi-
cal expenses of $875, or to the extent the medical expenses exceeded 7.5 percent of their adjusted grc
income for lowa purposes of $55,000 ($55,000 times 7.5% = $4,125. $530025 = $875).

41.5(11) Charitable contributions made in January 2005 for relief of victims of the Indian Ocean
tsunami. For cash contributions made after December 31, 2004, and before February 1, 2005, to chari-
table organizations for the purpose of helping victims of the Indian Ocean tsunami, the taxpayer may
claim this contribution as an itemized deduction on the 2004 lowa income tax return if the taxpayer
elected taclaim this contribution as an itemized deduction on the 2004 federal tax return. If the taxpay-
er elected to claim the cash contribution made in January 2005 as an itemized deduction on the 200
federal tax return, then it must be claimed as an itemized deduction on the 2005 lowa return.

Thisrule is intended to implement lowa Code section 422.9 as amended by 2005 lowa Acts, House
File 186, and 2005 lowa Acts, Senate File 413.

701—41.6(422) Itemized deductions—separate returns by spous®ghere both spouses itemize
deductionsthe deductions must be divided between them in the ratio that each spouse’s separate low.
net income bears to the total lowa net income of both spouses unless each spouse can show that t
spousepaid for or is entitled to accrue the deductions. It will be presumed that the deductions are paid
by both spouses and must be prorated if the deductions were paid from a joint checking account of bot
spouses. In any event, all itemized deductions must either be prorated between spouses or must |
specifically deducted by the spouse that paid for the deductions. No combinatioasnd methods
will be permitted.

This rule is intended to implement lowa Code section 422.9.

701—41.7(422) Itemized deductions—part-year residents.

41.7(1) For tax years beginning on or before December 31, 1981, itemized deductions attributable
to lowa by part-year residents shall be determined by multiplying the total itemized deductions, ex-
cluding lowa income tax expensed, by a fraction, the numerator of which is the lowa net income and
the denominator of which is the federal adjusted gross income unless the taxpayer can show the actu
amount of itemized deductions paid or accrued during the period of residency in lowa.

41.7(2) For tax years beginning on or after January 1, 1982, itemized deductions attributable to
lowa by part-year residents shall be the itemized deductions allowable for resident taxpayers.

This rule is intended to implement lowa Code sections 422.7, 422.8 and 422.9.



Ch 41, p.12 Revenue[701] IAC 7/3/96, 2/18/04

701—41.8(422) Itemized deductions—nonresidents.

41.8(1) For tax years beginning on or before December 31, 1981, itemized deductions attributable
to lowa by nonresidents shall be determined by multiplying the total itemized deductions, excluding
lowa income tax expensed, by a fraction, the numerator of which is the lowa net income and the de-
nominator of which is the federal adjusted gross income.

If separate lowa nonresident returns are filed by husband and wife who filed a joint federal return,
each spouse’s lowa adjusted gross income must be divided by the total federal net income of both
spouses iorder to compute a ratio that can be used to determine the itemized deductions attributable to
each spouse. In any event, the ratio including the combined ratio of husband and wife cannot exceed
100 percent.

41.8(2) For tax years beginning on or after January 1, 1982, itemized deductions attributable to
lowa by nonresidents shall be the itemized deductions available for resident taxpayers.

This rule is intended to implement lowa Code sections 422.5, 422.7 and 422.9.

701—41.9(422) Annualizing incomeWhere a taxpayer is required to annualize income for federal
income tax purposes the taxpayer must also annualize on the lowa return.
This rule is intended to implement lowa Code section 422.7.

701—41.10(422) Income tax averaginglhere is no provision in the lowa Code which allows in-
come tax averaging.
This rule is intended to implement lowa Code sections 422.7 and 422.5.

701—41.11(422)Reduction in state itemized deductions for certain high-income taxpayerg:or

tax years beginning after December 31, 1990, the itemized deductions for certain high-income taxpay-
ers are reduced for federal income tax purposes by the lesser of 3 percent of the excess of adjusted gross
income (AGI) over the applicable amount, or 80 percent of the amount of itemized deductions other-
wise allowable for the taxable year. For 1991, the applicable amount is $100,000 ($50,000 in the case
of a married person filing a separate federal return). The applicable amount is to be increased each tax
year to reflect inflation in the taxable years after 1991. For example, for 1995 the applicable amount is
$114,700 ($57,350 in the case of a married person filing a separate return). This reduction in itemized
deductions for certain high-income taxpayers applies for lowa individual income tax purposes for the
sametax years that the provision applies for federal income tax purposes. The following subrules clari-
fy how the reduction in itemized deductions is to be determined on the lowa individual income tax
return:
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41.11(1) Itemized deduction worksheet (Form 41-104d)gh-income taxpayers who are itemizing
deductions on the lowa income tax return and whose itemized deductions for federal income tax pur-
poseswere subject to reduction because their federal adjusted gross incomes exceeded certain amour
(the amounts for 1996 were $117,950 for all taxpayers except married taxpayers who filed separate
federal returns and $58,975 for married individuals who filed separate federal returns) must complete
ItemizedDeduction Worksheet (Form 41-104) to determine the amount of federal itemized deductions
that can be claimed on the lowa income tax return. This worksheet must also be used to compute th
itemizeddeductions allowable on the lowa return for taxpayers who claimed the standard deduction on
their federal individual income tax return, but are itemizing deductions for lowa income tax purposes
and whose deductions would have been subject to reduction, if they had itemized deductions on thei
federal income tax return. These taxpayers must complete the worksheet (Form 41-10dy asdf
itemizeddeductions on their federal returns. Generally, the itemized deductions allowed on the federal
incometax return for high-income taxpayers are also allowed for lowa individual income tax purposes,
except that the lowa income tax that was allowable as a deduction on the federal Schedule A is no
allowed as an lowa itemized deduction. In addition, the deduction for medical expenses claimed as a
itemized deduction on the federal income tax return should be reduced by the amount of health insur.
ance premiums claimed as a deduction on line 18 of the IA 1040. The line refereRoa®s @i-104
are to the federal 1040 and to the federal Schedule A for 1996 and to the IA 1040 for the 1996 tax yeal
Similar line references will apply on Form 41-104 and to IA 1040 for any later tax year when the tax-
payer’s federal itemized deductions were subject to reduction because the taxpayer’s federal adjuste
gross income exceeded the threshold amount for that year and the taxpayer itemized deductions on tt
lowa income tax return. Note that if a taxpayer’s itemized deductions are less than the lowa standar
deduction amount, the taxpayer may elect to claim the lowa standard deduction.

Form 41-104 follows:

1. Enter the allowable federal itemized deductions as shown on line 34
of the 1040. 1.

2. Add the amounts on federal Schedule A, lines *4, 13, 19 plus any
gambling losses including on line 27 and enter the total here. 2.

3. Subtract line 2 amount from line 1 amount. 3.

4, Add the amounts on federal Schedule A, lines *4, 9, 14, 18, 19, 26
and 27 and enter the total here.

5. Subtract line 2 amount from line 4 amount. 5.
6. Divide line 3 by line 5 and enter percentage here. 6. %

7. Enter the amount of lowa income tax that is included in line 5 of the
federal Schedule A. 7.

8. Multiply line 7 by the percentage on line 6. 8.
9. Subtract line 8 from line 1. Enter this amount here and on line 39 of
the IA 1040. 9.

*The deduction for medical expenses from line 4 of federal Schedule A must be reduced by the amount
of any health insurance premiums that were deducted on line 18 of Form |A 1040 in computing the
taxpayer’s net income for the tax year.
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41.11(2) Possible problem with itemized deduction worksheets for 1992, 1993, and 1994 returns.
The department has determined that some high-income taxpayers who used the itemized deduction
worksheets (Form 41-104) that were provided for 1992, 1993, and 1994 lowa returns may have
claimedfewer itemized deductions than the taxpayers were entitled to claim. The high-income taxpay-
ers who may have beerated were individuals whose itemized deductions were subject to reduction
for federal income tax purposes because their federal adjusted gross incomes for the tax years exceeded
certain threshold amounts. The threshold amounts for all taxpayers except married taxpayers filing
separate federal returns were $105,250 for 1992, $108,450 for 1993, and $111,800 for 1994. In the
case of married taxpayers filing separate federal returns the threshold amounts were $52,625 for 1992,
$54,225for 1993 and $55,900 for 1994. Therefore, if a high-income taxpayer completed Form 41-104
that was available for the 1992, 1993, or 1994 lowa returns and claimed a total of itemized deductions
that isless than the total itemized deductions computed using Form 41-104 that is included in this rule,
or Form 41-104 that is available for the 1995 lowa return, the taxpayer may file an amended lowa re-
turn for the tax year to claim the higher itemized deductions amount. Amended returns filed for the
increased itemized deduction amounts for 1992, 1998)%t must be filed within the statute of limi-
tations for refund specified in lowa Code section 422.73. If the 1992 return was filed by the original
due date of April 30, 1993, an amended return for that tax year must be filed on or before April 30,
1996, in order to be a valid claim for refund.

This rule is intended to implement lowa Code sections 422.3 and 422.9.

701—41.12(422) Reduced state deduction for home mortgage interest for taxpayers with mort-
gage interest cedit. For tax years beginning before January 1, 1996, taxpayers who qualified for the
mortgagenterest credit on their federal return which reduced their deduction for home mortgage inter-
est are subject to tlsame reduced deduction for mortgage interest for lowa income tax purposes. The
mortgage interest credit is provided in Section 25 of the Internal Revenue Code. For example, a tax-
payerpaid $6,000 in home mortgage interest in the tax year and qualified for a mortgage interest credit
of $900. Thus, the taxpayer had a federal mortgage interest deduction in the tax year of $5,100. The
lowa mortgage interest deduction for the tax year is also $5,100 instead of $6,000. For tax years begin-
ning on orafter January 1, 1996, any taxpayer who had the mortgage interest credit on the federal return
can claim a deduction on the Schedule A of the IA 1040 for all the mortgage interest paid in the tax year,
includingthe mortgage interest that was not deducted on the federal return due to the mortgage interest
credit.

This rule is intended to implement lowa Code sections 422.3 and 422.9 as amended by 1997 lowa
Acts, Senate File 129.

701—41.13(422) lowa income taxes and lowa tax refunds provided in subrule 41.5(1), lowa
individual income taxes paid or accrued are allowable itemized deductions for federal income tax pur-
poses, but are not allowable itemized deductions for lowa income tax purposes. To the extent lowa
income taxes were deducted as itemized deductions for federal tax purposes, they shall be disallowed
as an itemized deduction for lowa income tax purposes.

Refunds of lowa income taxes to the extent that the refunds were included in the determination of
federal adjusted gross income shall be allowed as a reduction to lowa adjusted gross income, only to
the extent that an itemized deduction for lowa income taxes was disallowed on a prior lowa return.
lowaincome tax refunds resulting from lowa refundable income tax credits are not allowed as a reduc-
tion for lowa income tax purposes.
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ExampLE: Individual A made lowa estimated payments of $2,000 during the 2003 tax year. The
$2,000 of estimated payments was claimed as an itemized deduction for federal tax purposes, but we
not allowed as an itemized deduction for lowa tax purposes. The 2003 lowa return reported a tax liabil-
ity of $1,600. Individual A had $2,000 of lowa estimated payments and a $500 ethanol blended gaso:
line tax credit, and received a $900 lowa tax refund in 2004. Of the $900 refund reported as income or
the federal return, Individual A will be allowed a $400 ($2,000 - $1,600) reduction on the lowa return
for 2004.

This rule is intended to implement lowa Code section 422.9.
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